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SUBJECT: Exenpt Organi zations/ Reporting Requirenents for Raffles and Bingo

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUSANALYSISOF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments bel ow.

SUMVARY CF BI LL

Under the Penal Code, this bill would permt certain exenpt organi zations to
conduct raffles. Under the Bank and Corporation Tax Law (B&CTL), this bill would
require organi zations permtted under the Penal Code to conduct raffles or bingo
ganmes to report gross receipts and direct expenses fromthese activities on a
separate line of the organization’s information return.

SUMVARY OF AMENDMENT

Prior to the June 19, 2000, anendnents, under the Penal Code this bill would have
permtted certain exenpt organi zations to conduct raffles. The June 19, 2000,
amendnent s added the reporting requirenent for raffles and bi ngo ganes under the
B&CTL.

Prior to the June 19, 2000, amendnents, the bill did not inpact the departnent.
This analysis will discuss only the itens inpacting the departnent.

EFFECTI VE DATE

This bill would be effective on January 1, 2001, and operative for returns filed
for incone years beginning on or after January 1, 2002.
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SPECI FI C FI NDI NGS

Under the current Penal Code, the follow ng organizations neeting specified
conditions may conduct bi ngo ganes:

£ | abor organi zati ons;

ez fraternal orders;

z&s charitabl e organi zati ons;

e&5 Civil organi zations;

& Ci vi ¢ | eagues;

#& pl easure cl ubs;

ez domestic fraternal societies;

z& mobi | ehome par k associ ati ons; and
£&5 Seni or citizens organi zati ons.

The Penal Code sets forth requirenments the organi zation nust neet to be eligible
to conduct bingo ganes. The Penal Code al so provides for penalties for
organi zations failing to abide by these rules.

Under the current B&CTL, exenpt organizations are required to report inconme from
various sources and expenses related to the incone on an information return. The

| aw generally does not require the organization to separately state the various
sources of the inconme on the information return

Addi tional ly, under the B&CTL, disclosure of financial information of an exenpt
organi zation is prohibited. An exenpt organization is treated |ike a genera
corporation for disclosure purposes. The nane of the exact corporate title,
corporate nunber, the date of commencenent of business in this state, taxable
year adopted, filing date of the return, nanme, date, and title of individuals
signing affidavit to the return, due date of taxes, taxes unpaid, entity's
address, and the private address of officers and directors, and status (e.g.,
active or dissolved) may be disclosed for corporate organizations. |If an
exenption is granted under state | aw, an exenpt organization' s application and
under | yi ng docunments for its exenpt status also may be disclosed to the public.
However, public disclosure does not extend to returns filed by exenpt

organi zations. Federal |aw permts the disclosure of financial information
contained in the organi zation's federal exenpt information return. Federal |aw
does not require the gross receipts and expenses related to the operation of

bi ngo ganes or raffles to be separately reported on the federal information
return.

Ceneral ly, under the B&CTL, exenpt organi zations are not taxed on their incone
unl ess the inconme producing activity is unrelated to the exenpt purposes for

whi ch exenption was granted. An exenpt organization’s incone that is subject to
tax is referred to as “unrel ated business incone” (UBl). For certain pleasure
cl ubs and homeowners' associ ations, incone from sources ot her than dues, fees,

and assessnents from nenbers is considered UBI and subject totax.
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Under the Penal Code, this bill would permt the foll ow ng organi zations that
neet specified conditions to conduct raffles:

z& | abor organi zati ons;

ez fraternal orders;

z#s charitabl e organi zati ons;

e&sCcivil organizations;

#&5 Ci vi ¢ | eagues;

#& pl easure cl ubs;

ez domestic fraternal societies;
ezsreligious or apostolic organi zations;
e#s certai n honeowner associ ati ons; and
egsveteran’ s organi zati ons.

Under the Penal Code, this bill provides rules and penalties simlar to the bingo
gane provisions that organizations nmust abide by in order to conduct raffles.

Under the BC&TL, this bill would require all organizations eligible to conduct
raffl es or bingo ganmes under the Penal Code to separately state on its
information return all gross receipts and directly rel ated expenses fromthe
conduct of raffles and bingo ganes. The Franchi se Tax Board (FTB) woul d
prescribe the tine and manner in its rules or regulations on how the information
woul d be stated on the information return.

POLI CY CONSI DERATI ONS

While this bill requires organizations to report all gross receipts from and
expenses related to the conduct of raffles and bingo games, this information
coul d not be disclosed on an individual basis. The author’s staff has indicated
that this reporting requirenment could be used to report to the Legislature the
aggregate gross recei pts and expenses associ ated with bingo ganmes and raffles.

REGULATI ONS

This bill would require the FTB to prescribe rules or regul ati ons on how bi ngo
ganme and raffle incone and expenses woul d be reported on the organi zation's
information return

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnent’s costs. The cost
estimates to key two additional |ines on the Exenpt O gani zation Busi ness

I ncone Tax Return (Form 109) and the Exenpt Organi zati on Annual | nfornmation
Return (Form 199) is $90,000. There are approxinmately 144,000 exenpt

or gani zati ons.

Tax Revenue Esti nate

Except for certain pleasure clubs and homeowner’s associations, this bill
woul d have no identifiable revenue inpact. The revenue increase from
certain pleasure clubs and honeowner’s associations due to this bill would
be negligi bl e.

BOARD PCSI TI ON

Pendi ng.



